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[bookmark: _Toc46646545]Question 1: Financial statement: 
Income Statement: 
It is the final statement that is prepared by including the income as well as expenditure of the firm on sales of the products or services and operation of the firm. It is prepared with the purpose of determining profit or loss to the firm at the end of the current year. It is created at the end of each financial or accounting year. It avails information to the internal management of the company, owners, suppliers, lenders, bankers, and others (Warren et al., 2011). 




	Income Statement As on 31st December 2019

	Particulars
	Amount (£)
	Amount (£)

	Sales
	303,000,0000
	 

	Less : COGS
	162,200,0000
	 

	Less : Depreciation on plant 
	256,000,000
	 

	Gross Profit
	 
	115,200,0000

	Expenses  
	 
	 

	2% depreciation on building 
	32,000,000
	 

	Administration expenses 
	292,000,000
	 

	Outstanding Insurance Expenses 
	50,000
	 

	Irrecoverable debts
	24,000
	 

	Allowance for receivables (2%)
	16,480,000
	 

	Distribution expenses 
	216,000,000
	 

	income tax liabilities
	160,000,000
	 

	Dividend
	56,000,000
	 

	Debentures interest
	24,000,000
	 

	Total expenses 
	 
	796,554,000

	Net income
	 
	5,714,460



Balance Sheet: 
This is also the core statement that comprises the information about the liabilities owed and the assets owned by the firm at the end of a financial year. It is created every year like an income statement. The entire stakeholder requires the firms to create this statement for getting information about the financial position. It may categorize the assets like current and fixed assets while liabilities as current liabilities and long term liabilities. It provides a summary of the equity of the firms (Robinson, 2020). 



	Balance Sheet Statement As on 31st December 2019

	Particulars
	 
	Amount (£)
	Amount (£)

	Liabilities
	 
	 
	 

	Stockholders’ equity 
	 
	 
	 

	Ordinary shares
	290,000,0000
	 
	 

	Share premium 
	500,000,000
	 
	 

	Retained earnings
	838,000,000
	 
	 

	profit for the tear
	355,446,000
	 
	 

	Reserve on revaluation 
	500,000,000
	509,344,6000
	 

	Non-current liabilities 
	 
	 
	 

	Debentures @12%
	400,000,000
	400,000,000
	 

	Current liabilities 
	 
	 
	 

	Creditors 
	448,000,000
	 
	 

	Expenses on outstanding fees 
	50,000
	 
	 

	
	
	 
	 

	Income tax liabilities 
	160,000,000
	608,050,000
	 

	Total liabilities
	 
	 
	610,149,6000

	Assets
	 
	 
	 

	Fixed Assets:
	 
	 
	 

	Land
	150,000,0000
	 
	 

	Add : purchase 
	500,000,000
	200,000,0000
	 

	Building
	160,000,0000
	 
	 

	less :Building depreciation
	320,000.00
	 
	 

	 
	156,800,0000
	 
	 

	Less : Accumulated depreciation
	426,000,000
	114,200,0000
	 

	Plant asset 
	256,000,0000
	 
	 

	Less : 10% depreciation
	256,000,000
	 
	 

	 
	230,400,0000
	 
	 

	Less : Accumulated depreciation
	496,000,000
	180,800,0000
	 

	current assets
	 
	 
	 

	Debtors 
	824,000,000
	 
	 

	Less :2% receivables allowances  
	164,800.00
	 
	 

	less: Debts to be irrevocable
	24,000
	807,496,000
	 

	Closing stock 
	312,000,000
	 
	 

	Bank account
	320,000.00
	344,000,000
	 

	total Assets
	 
	 
	610,149,6000
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[bookmark: _Toc46646546]Question 2: Ratio Analysis: 
Ratios are benchmarks and measures used for assessing and interpreting the financial performance of an enterprise in an effective manner whether the firm has improved its progress or not. The ratios for measuring and investigating the performance of an entity may include solvency, liquidity, efficiency, profitability, and others (Warren et al., 2011). 



	Ratio
	Formula
	2019
	2018

	
	 
	 
	 

	ROCE
	Net income / employed capital
	0.095484836
	0.125859697

	 
	Net income
	12.90
	18.30

	 
	Employed capital 
	135.10
	145.40

	Gross margin 
	Gross profit / Net sales*100
	38%
	38%

	 
	Gross profit
	191.80
	186.90

	 
	Net sales 
	501.30
	486.80

	 
	 
	 
	 

	ROE 
	Net income / fund of shareholders*100
	14%
	23%

	 
	Net income
	12.90
	18.30

	 
	Fund of shareholders 
	93.20
	80.30

	 
	 
	 
	 

	Asset turnover 
	Net sales / Total assets
	1.752
	1.657

	 
	Sales 
	501.30
	486.80

	 
	Total Assets
	286.10
	293.80

	 
	 
	 
	 

	Inventory Turnover
	Inventory / Cost of sales *365
	45.75767367
	50.02167389

	 
	Inventory
	38.80
	41.10

	 
	Cost of sales
	309.50
	299.90

	 
	 
	 
	 

	Debtors’ period
	Trade debtors /sales*365
	146.5868577
	142.4965963

	 
	Trade debtors 
	114.90
	114.70

	 
	sales 
	286.10
	293.80

	 
	 
	 
	 

	Current ratio
	Current assets / Current Liabilities
	1.02
	1.05

	 
	Current Assets 
	153.90
	156.50

	 
	Current Liabilities
	151.00
	148.40

	 
	 
	 
	 

	Gearing Ratio
	Long term loans/Internal liabilities
	0.45
	0.81

	 
	Long term liability
	41.90
	65.10

	 
	Total equity 
	93.20
	80.30

	Earning per share
	Net income/number of ordinary shares
	0.72
	1.03

	 
	Net income
	12.90
	18.30

	 
	number of ordinary shares
	17.80
	17.80

	Interest Cover
	EBIT/Total Interest Expenses
	115.00
	8.49

	 
	EBIT
	23.00
	29.70

	 
	Total interest expenses
	0.20
	3.50






ROCE: 
Every business invests its money in the asset and project to expand the business for growing the revenue and income. Hence, ROCE determines whether the firm’s decision of investing capital is efficient or not (Brigham and  Daves, 2012). ROCE in the case of Jerry Plc decreased from 0.1259 in 2018 to 0.0955 in 2019. This situation can be inferred as inefficient investment and employment of capital by the management in the company. 
ROE:
Equity is an important source in which the shareholders make investments for increasing their return and income. Hence, the income of the firm is divided by total outstanding equity to determine the return on equity. It is found that Jerry Plc could not improve the income of shareholders by increasing ROE but it went down to 14% from 23% in 2019 (Warren et al., 2011). The ability of people and staff members in management is not effective to improve the performance of the entity to increase income to improve ROE. 
Gross Profit Margin:
This is a good measure of the gap between the cost of sales and sales revenue. It provides insight into the efficiency of a firm to increase the gap between the sales during the year and the cost of sales during the same year. From the analysis of the gross margin of Jerry Plc, it is found that this ratio became lesser in 2019 by 38.26% from 38.39% that was in 2018. It means the cost is increasing consumer satisfaction is decreasing which is causing gross profit lower (Robinson et al., 2015). 
Asset Turnover:
It is aimed by the firms to utilize the assets optimally to leverage the opportunity for making maximum profit and cutting the cost of operation. It may indicate whether the management is efficient to allocate and use the resource and assets optimally to improve sales revenue (Brigham and Houston, 2012). Management in Jerry Plc enhanced the skills and management of assets effectively in 2019 that led to an improvement in leverage of assets from 1.657 to 1.752 in the financial year 2019. 
Stock Holding Period:
The stock of the finished goods or raw material in over or under quantity may give cost and may indicate inefficiency in the management of the inventory of the firm. The cost of sales can increase with an increase in the cost of inventory. Holding period of inventory may be used to measure the efficiency (Martin and Alvarez, 2011). It is found that Jerry Plc’s cost of inventory is declined and the inventory used optimally in 2019 in comparison to 2018 as it became 46 days in succeeding year from 50 days in 2018. 
Receivables period:
Receivable are the debtors of the company owes money to the firm during the year. The period the firms take to collect money back from debtors can be measured in this ratio. Jerry Plc’s efficiency is not effective and appreciable in 2019 as the debtor’s period increased to 147 days from 142 days in 2019. It means there is not effective credit policy in the firm to monitor increasing aging receivables.  
Current Ratio:
It is a strong measure of what liquidity the firm has during the financial year to clear off its short term financial burden and liabilities. The basic inputs to find this ratio may include the current liabilities such as payables, short term loans, and others and the current assets such as inventory, cash, and receivables (Weetman, 2013). Current assets in Jerry Plc declined in comparison to its current liabilities in 2019 over 2018 which affected the liquidity. It became the reason behind the downturn in the current ratio from 1.05 to 1.02 in 2019. 
Gearing Ratio:
The structure and proportion of the equity and debt fund in the capital of the firm can be determined by this ratio. Higher debt over equity may increase the gearing ratio but this indicts adverse situation for firms to attract investment and vice verse (Epstein and Lee, 2014).  Jerry Plc cut the debt capital and increased equity for improving its creditworthiness in the finance market. The debt to equity ratio of Jerry Plc came to 0.45 in 2019 from 0.81 in 2018 which means it has a good position to attract future investment.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                           
Earnings per share: 
The ability of an entity to increase the income of shareholders can be measured through this ratio that may aid to present market performance. Higher-income may result in higher EPS and vice verse (Martin and Alvarez, 2011). It is found that Jerry Plc lost its efficacy to increase the income because EPS in 2019 became only 0.72 that is quite lesser than EPS in 2018 (1.03). It means the return to shareholders on their investment and their income from investment in shares of Jerry Plc is lesser in 2019. 
Interest Cover: 
Interest is the charge on the money borrowed by the entity for accomplishing the operation and meeting fund requirements. Interest is the expense of the firm and it is the liability of the entity to pay to the lender. The ratio of interest cover is a measure of the capability of the entity to pay its interest liability occurred during the year on the borrowed amount. EBIT and interest during the year are an important input for finding this ratio (Brigham and Ehrhardt, 2013). It is found that the capability of the firm to pay its interest to lender and banks has increased in 2019 which means it is earning a good income and the interest has gone down due to decreased debt. It is 115.00 in 2019 but was 8.49 in 2018. Hence, it can pay its debts easily and interest on loans. 
[bookmark: _Toc46646547]Question 3:
[bookmark: _Toc46646548]Users of financial information:
Insights into the finance and accounts of the company can be sought by the stakeholders for analyzing the performance and making decisions. 
Management:
The management team in the entity is responsible for planning, organizing, directing, and controlling the activities. The transactions of the businesses, the environment of the firm, and others are some information that can be applied for ensuring decisions. The insight into the accounts can be considered by management in order to maintain the level of profit and enhance the revenue (Weil et al., 2013). The company can allocate funds and cost to activities by considering the information about the priority of the activity. Control measures can be adopted and used according to performance so as to monitor and maintain the level of deviation lower (Collier, 2015). The decision regarding functional activities such as marketing operation, HRM, and others may also depend on the available information about the business environment, functioning, strengths, weaknesses and other aspects of the enterprise. 
Lenders:
Finance and fund are needed in the enterprises for acquiring the assets, providing compensation to employees, accomplishing marketing activities, production activities, and others. Hence, the firms may use equity, debt and other sources. The loan and debt can be applied by the firm for raising the fund from bankers and lender in the market. Short term, as well as long run debt and loan, might be acquired by the entities (Robinson, 2020). Hence, the insight into financial position, profit and loss account, and loan and expenditure may be required to analyze the ability of entity for paying the money back to lenders. A sufficient amount of facts into the record and history of credit and borrowing would be influencing the decision of lenders. The borrower and lenders may influence the operation by making decisions about providing loans or reject the proposal from firms (Weil et al., 2013). The lender expects the firms to provide accurate, reliable, relevant and valuable information about the credit positions, assets, liabilities, and others for accepting or rejecting the offer. The lender can sanction loans to the firms by considering their ability to pay back.
Shareholders or inventors
The owners or shareholders invested money in the shares of the enterprise may be users of accounting and other financial data. Every shareholder wants to raise the wealth by gaining a higher rate of return on their investment and money plowed in the shares. The insight into the performance and progress of entity, asset of the entity, liability of entity, profit and revenue of entity and others is required for shareholders to aid them to make effective judgment and decisions (Kanakriyah, 2016). Shareholders are too worried regarding growth in revenue, profit, efficiency, and reduction in the cost of the entity in which they have ploughed their money. The structure may be affected by the shareholder by initializing decision (Robinson, 2020). Return on the equity, asset turnover, earning per share, dividend payout and others are some ratios and data might be taken into account for taking actions and decisions for profitable and efficient decisions. 
[bookmark: _Toc46646549]Benefits and limitation of the regulated financial reporting regime:
Regulations are required for ensuring legal content and information in the reports for meeting the interest and protecting the stakeholders. All the reports are needed to be provided according to standards such as IAS, International Financial Reporting Standard, GAAP, and others. Firms are legally bound to comply with all the rules and regulations for building good links and liaison with stakeholders such as suppliers, buyers, lenders, government, community and others (Watson and Head, 2013). Strict regulations and principles are making the reports more reliable and relevant to enhance the quality in decisions and satisfaction of stakeholders. Consistency is improved in the statement based on principles and standards of accounting or reporting and this may aid the users to get accurate and correct information (Flower and Ebbers, 2018). At the same time, it would have some benefits as well as limitations for prepares. They would be in a situation to prepare the statement easily following similar rules and regulations over the years. Compliance with regulations and proper standards would save time and efforts to create the reports. On the other hand, strict rules in the reporting may limit the flexibility in statements and reports which may affect the information effectiveness due to changes in environment and performance (Ahmed et al., 2013). This is a very costly and expensive process for small and micro firms to follow the regulations and comply with standards. 
[bookmark: _Toc46646550]Financial Statements’ Limitation:
Statements are the format for availing the data and information to stakeholders such as creditors, consumers, employees, management, owner, shareholder, suppliers, lender and others. There are fundamental rules of financial accounting to create statements for revealing information about the profit and loss, assets or liabilities, cash flow position and equity of the firm (Accounting Tools, 2018). The trust of stakeholders is instilled in the information in statements but the figures in the statements can be churned by the management and accountants. The data and facts are determined as approximate in place of actual figures. The costs are allocated by managers within entity on the basis of their personal judgment and this may affect the decision all the relevant stakeholders (Brigham and Houston, 2012). Along with this, only monetary data are revealed and represented in the statements which may lead to storey type decisions. 
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Notes:

LESS: 2 % Depreciation 16000000 *2% = 3200000 (add in administration expenses in income
statement) (SLM Method)

Less accumulated depreciation (given in trial balance credit side , it will be subtracted from
building after reducing depreciation )

16000000~ 3200000- 4260000 = 114200000 (shown in balance sheet)
Plant 256000000
Less 10% depreciation on plant

256000000 *10% = 25600000 (add with cost of sales in income statement)
less accumulated depreciation = 49600000

25600000-2560000-4960000= 180800000 (shown in balance sheet)
(2) Land revalue 15000000 + 5000000(purchased) = 20000000 (shown in balance sheet)
(3) Trade receivables 8240000 — 2% allowance 164800- irrecoverable debts 240= 8074960

2% allowance 164800 and irrecoverable debts 240 arc also shown in income statement as
administration expenses
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(4) Insurance fees 500 pounds outstanding

Shown in income statement as administration expenses and in Balance sheet as outstanding
liabilities

(5) Income tax liability 1600000 also shown in income statement as admin gxp.and in balance
sheet as outstanding liabilitics




